This chapter explores how the US private employer-sponsored defined contribution system fared during the financial market implosion followed by a prolonged macro-economic downturn. While data are still preliminary, we conclude that many plans did well, resulting in little change in employer sponsorship and employee participation. Moreover, account balances and contributions have recovered, boding well for the future.
A Stress Test for the Private Employer Defined Contribution System David Wray
Beginning in the late 1980s, defined contribution (DC) plans began to emerge as the preferred employer-sponsored retirement vehicle in the United States. The trend from defined benefit (DB) to DC plans was welcomed by some, while others worried that a sharp fall in asset values might produce the collapse of the DC system. Some hypothesized that a dramatic decline in the value of DC plan assets might induce plan participants to stop contributing and expose employers to litigation regarding plan menu construction.
The year 2006 was a good one for private employer-sponsored DC plans in the United
States. Key indicators of growth for the system were positive, with rising numbers of plans offered, increases in active participants, escalating employer and employee contributions, and improvements in total assets. In addition, the Pension Protection Act of 2006 made permanent several regulatory changes removing impediments restraining the use of automatic enrollment.
But shortly thereafter, global financial markets crashed and virtually every asset class lost value.
Over the next year, many 401(k) participants were exposed to the largest market downturn they had ever experienced.
In what follows, we examine initial data on the impact of the financial crisis on the DC system, focusing on plan sponsor and participant choices. Though we have no crystal ball, we can conclude that many plans did well, resulting in little change in employer sponsorship and employee participation. Moreover, account balances and contributions have recovered, boding well for the future of the DC system.
Responses to the crisis: Plan sponsors
Despite the financial market downturn of 2008-09 period, private sector employers by and large retained their plans and continued to make company contributions. Some adjusted plan design, and others changed how plan assets were invested.
In terms of numbers of plans, the private DC system continued to grow. According to the 
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All employees are not necessarily eligible to make contributions nor are they immediately eligible for company contributions as soon as they begin working. According to PSCA survey data, prior to 1998 it was standard practice to limit employee participation in a plan after one year of service and attaining age 21. Since that year, service requirements for eligibility were reduced and the trend continued through 2010. Short service requirements (fewer than three months of service) are now common for participant contributions. In 1998, only about a quarter of DC plans allowed new hires to begin contributing immediately; by 2010, 60 percent of all plans permitted immediate participation, and in 78 percent of plans, employees could participate within three months of employment. Forty-four percent of plans have no minimum age requirement for elective deferrals; the usual minimum age requirement, if there is one, is still age
21.
There has also been a continued trend toward immediate plan eligibility for employer contributions, and twice as many plans provide immediate eligibility for matching as for nonmatching contributions. Within three months of employment, 60 percent of plans make employees eligible for matching contributions and 32 percent provide eligibility for nonmatching contributions. Thirty percent of companies require one year of service or longer for matching contribution eligibility, while over half of employers require one year or more of service to be eligible for non-matching company contributions according to PSCA survey data. Table 8 -1). 
Responses to the crisis: Participant behavior
As shown elsewhere in this volume (Tang et al. 2012) , the vast majority of 401(k) participants showed substantial resilience in the face of stock market volatility, falling housing prices, and overall economic uncertainty. Most continued saving in their plans, maintained their saving rates, and continued to hold diversified portfolios with the majority of the assets in Distributions. Some 87 percent of private employer-sponsored DC plans permit their participants to borrow from their accounts: federal rules limit the loans to 50 percent of their account balances or $50,000, whichever is less. It is generally though that sponsors include this plan provision to encourage participation and higher contribution rates, and to avoid hardship withdrawals. Available evidence suggests that plan loan rates were virtually unchanged over the period. As of 2006, 24 percent of participants had a loan outstanding, given that they could borrow; as of 2009, the fraction was 23 percent. (Average loan amounts did rise from $7,766 to $8,760 according to PSCA survey data).
A majority of plans, 86 percent, allow hardship withdrawals; common reasons for permitting these include purchase of a primary residence, to prevent eviction or foreclosure, for medical expenses, and to cover post-secondary education expenses. The fraction of plan participants taking hardship distributions has increased but remains small: it was 1.5 percent of eligible participants in 2006, and 2.2 percent in 2010 according to Vanguard (2011) .
Another way in which funds can leave DC plans is via lump-sum distributions. When a participant leaves an employer with an account balance, this balance can be preserved by leaving the amount accumulated in the former employer's plan, rolling it over into a new employer's plan, or rolling it into an individual retirement account (IRA). Alternatively, the former employee may also elect to take a lump-sum distribution which will be subject to income tax, as well as a 10 percent early withdrawal penalty (if under the age of 59.5). Over the period under 
Conclusion
Without a doubt, the last few years have been an unusually difficult period for plan sponsors and participants in the DC arena. Nevertheless, most private-sector employers who had DC plans continued their sponsorship, and the majority of employees and firms continued to contribute. It now seems clear that the employer-sponsored DC system performed well in difficult times, with little permanent decline in employer sponsorship or employee participation.
This permitted account balances and contribution levels to recover as the economy improved. 
